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Subject:  Phase-in of Tenant Rents after Plan of Action Implementation

I.    Purpose of this Notice.  Both Title II of the Housing

and Community Development Act of 1987 (Title II) and

Title VI of the National Affordable Housing Act of 1990

(Title VI) require that tenant rent increases due to

Plan of Action (POA) approval be phased in.  This

Notice transmits Form HUD-90010, Owner's Calculation of

Tenant Rent Phase-In Due to Approval of POA and Form

HUD-90010-A, Calculation of Rent Increase Factor.

These Forms will be used to assist in the calculations

of the phased-in rent and the rent increase factor.

This Notice also provides written guidance for the

phase-in of rent at all applicable projects and special

direction for the phase-in at Title II projects where

POAs have already been approved with provisions which

contradict those of this Notice.  The calculation of

tenant rents after POA approval are different from

those in projects without Preservation POAs.  Where

there is an approved POA, the POA and the direction in

this Notice will be used.

II.   Background.

A.    Title II.  Regulations promulgating Title II of

    the 1987 Act were published in the Federal

    Register on September 21, 1990.  Notice H91-29

    provided field offices with direction for

    implementing Title II.  Among the direction given

    were rules for setting tenant rents and the

    phase-in of rents.  However, it did not provide a

    methodology for implementing these rules.

    Although new Notices of Intent (NOIs) may no

    longer be filed under Title II, POAs have already

    been processed under Title II and additional POAs

    will be processed until the backlog of NOIs filed

    under Title II is exhausted.
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B.   Title VI.  Title VI of the 1990 Act repealed and

   replaced Title II of the 1987 Act.  Interim

   regulations promulgating Title VI were published

   in the Federal Register, April 8, 1992.  Chapters

   1 through 6 of HUD Handbook 4350.6, "Processing

   Plans of Action Under the Low-Income Housing

   Preservation and Resident Homeownership Act of

   1990," were issued April 10, 1992.  That Handbook

   provides guidance to Field Offices for

   implementing Title VI.  At the time of issuance,

   Chapters 7 through 11 were reserved and will be

   issued later.  Chapter 8 will contain some of the

   rent phase-in rules described in this Notice.

   Chapter 11 will contain Form HUD-90010 and 90010-A

   and the remainder of the instructions concerning

   tenant rents.

III.       Rules for Rental Payments of Tenants Living at the

   Project at POA Approval and Phase-In of the Rents.

   A.  Requirement for Phase-In.  After POA

       approval, tenants, whether or not they are

       receiving Section 8, will ordinarily be

       required to make a Total Tenant Payment (TTP)

       for rent and utilities at a level that is the

       lower of 30 percent of Adjusted Monthly

       Income (AMI) or the Fair Market Rent (FMR)

       for the unit size, with certain exceptions as

       described in this Notice.  If payment of the

       required amount represents an increase of

       more than ten percent of the current TTP for

       any tenant, the new TTP must be phased in, as

       described in Paragraph D below.  We are

       calling the TTP which will be reached at the

       end of the phase-in period, the target TTP.

  B.   Tenants Not Receiving Section 8.

       1.   If the income of a tenant classified as

            moderate-income on the tenant profile

            decreases to below the low-income limit

            and Section 8 assistance is not

            available, the tenant may have to pay a

            Minimum or Floor Rent if the POA

            provides for it.  During the phase-in

            period, the Minimum or Floor Rent

            applies if the decrease in tenant's

            income is so large that the calculated

            TTP would exceed 30% of AMI.  In that
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             case, the tenant would pay the lower of

             the FMR or the applicable Minimum or

             Floor Rent.

        2.   At no time will tenants who are not

             receiving Section 8, and whose incomes

             decrease, be eligible for utility

             reimbursement.

        3.   If a tenant refuses to certify or

             recertify income, the tenant is required

             to pay the FMR.  If a tenant who refuses

             to certify income is subject to a phase-in

             of rents, it will be assumed that 30

             percent of income at POA approval is the

             same as the FMR. FMR will therefore be

             the target TTP.

C.   Tenants Receiving Section 8.  Tenants already

   receiving Section 8 rental assistance will always

   pay the lower of 30 percent of AMI or FMR.  PLEASE

   NOTE that the usual Section 8 TTP calculations

   should not be made on Form HUD-50059-E.  If the

   required TTP represents an increase because the

   tenant was not receiving Section 8 rental

   assistance before POA approval  ordinarily

   residents of Below Market Interest Rate (BMIR)

   Projects , any increase greater than 10 percent

   will also be phased in as described in Paragraph

   D.  If the TTP is a decrease for these tenants, it

   will be reduced to the lower of FMR or 30 percent

   of the AMI upon POA implementation.  For tenants

   who are already being phased-in to Section 8

   rents, the current phase-in should continue and

   this phase-in will not apply.

D.   Phase-In Rules.  Increases in TTP of more than ten

   percent for any tenant living in the project at

   POA approval (except for increases made necessary

   by the conditions stated in Paragraph E below)

   must be phased in as follows:

   1.   If the total increase is 30 percent or more

        of the current TTP, it must be phased-in

        equally over a period of not less than three

        years;

   2.   If the total increase is greater than ten

        percent but less than 30 percent of the

        current TTP, it must be phased in at no more

        than ten percent of the current TTP each

        year.
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E.  Exceptions to the Phase-In Rules.  The phase-in

   rules stated in Paragraph D would be used to

   determine the percentage of AMI that tenants would

   pay for TTP each year of the phase-in if the two

   conditions listed below were not applicable.

   However, these two conditions generally are

   applicable.  The calculations on Form HUD-90010

   allow the owner to phase in rent taking into

   account the interaction of the phase-in rules and

   the two conditions which are:

   1.   Tenant's income changes; and

   2.   There are general project rent increases.

IV.   Addition of Rent Increase Factor.  A proportionate

share of approved general project rent increases may be

added to the tenant's TTP during phase-in but not after

the phase-in is completed; i.e., when 30 percent of AMI

or FMR is reached or the phase-in period has ended.

This will be accomplished as follows:

A.   Annual gross rent potential (GRP) is determined

   for the period beginning at POA approval based on

   an approved project budget.

B.   The total of the annual approved utility

   allowances for all units will be added to the GRP

   to yield a preservation project rent (PPR).

C.   General project rent increases will be granted in

   accordance with applicable Title II or Title VI

   regulations.  There may only be one general

   project rent increase each year.

D.   At the time of each general project rent increase

   during the phase-in period, Loan Management staff

   will determine a rent increase factor using Form

   HUD-90010A and provide it to the owner in the

   letter approving the rent increase.  The owner

   will apply the factor to each tenant's phased-in

   TTP.  The factor is determined by:

   1.   Calculating the PPR after the rent increase

        as in Paragraph B. above.

   2.   Dividing the latest PPR by the PPR at POA

        implementation to obtain a rent increase

        factor.  The factor at POA implementation

        will therefore be 1.0. The reason the factor

        is determined by using the PPR at POA
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        implementation rather than the PPR for the

        previous year is that the factor is applied

        to a percentage of tenant income which was

        calculated based on a target rent at POA

        approval.

E.    Example:  Assume an approved total project budget

   requiring a GRP for the first year after POA

   approval of $900,000, for the second year of

   $940,000, and for the third year of $970,000.  We

   will assume that approved utility allowances for

   the same three periods were $50,000, $55,000, and

   $60,000 respectively.

   After POA Approval:

   Total Project Budget:        $900,000

   Total Utility Allowances       50,000

                                ________

   PPR                          $950,000

   Rent Increase Factor:

   $950,000/$950,000 = 1.00

   Second Year:

   Total Project Budget:        $940,000

   Total utility allowances       55,000

                                ________

   PPR                          $995,000

   Rent Increase Factor:

   $995,000/$950,000 = 1.05

   Phased-in TTPs for the second year will be

   multiplied by 1.05 to adjust for the rent

   increase.

   Third Year:

   Total Project Budget:        $970,000

   Total utility allowances       60,000

                              __________

   PPR                        $1,030,000

   Rent Increase Factor:

   $1,030,000/$950,000 = 1.08

   Phased-in TTPs for the third year will be

   multiplied by 1.08 to adjust for the rent

   increases.

V.   Calculation of Phased-In Rents.  The owner will use

Form HUD-90010 to calculate the annual phase-in of the

tenant's TTP.  The steps in this process are as

follows:
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   Upon POA approval, the owner will determine which

   tenants are paying less than both FMR and 30

   percent of AMI for TTP.  This determination is

   made because any tenant already paying either 30

   percent of AMI or FMR is paying the target TTP and

   does not need to have rent phased in.  Primarily,

   moderate-income tenants will be identified.

   However, tenants in all income categories may be

   identified including those who will begin

   receiving Section 8 rental assistance as a result

   of the POA approval.

B.    For each tenant identified as paying less than

   both FMR and 30 percent of AMI for TTP, the owner

   will determine a target TTP.  The target TTP is

   the payment the tenant would be expected to make

   at the end of the phase-in period if the tenant's

   income did not change and there were no rent

   increases.  This is the lower of 30 percent of AMI

   or FMR unless the exceptions stated in Paragraph

   VI A 2 for POAs which are already approved, are in

   effect.

C.    Using Percentage of Income for Calculations.

   1.   The phase-in rules described above will be

        used to determine the percentage of income

        the tenant would pay each year for TTP if

        income did not change and there were no rent

        increases.  Percentage of income may be used

        in lieu of actual TTP to determine the

        phase-in because both methods yield the same

        results.  This can be seen in the following

        example:

   2.   Example:

        Assume that at POA approval, a tenant's AMI

        is $1000 and the tenant is paying $200 for

        TTP.

        Target TTP:   30 percent of $1000 = $300

        Current TTP:  20 percent of $1000 = $200

        Since the $100 increase is 50 percent of

        current TTP (greater than a 30 percent

        increase), it will be phased in over a

        three-year period.
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        Amount of annual increase if no other factors

        change:

        $100/3 = $33.33; or

        10 percent/3 = 3.33 percent of AMI.

        At POA implementation, TTP becomes:

        $200 + $33.33 = 233.33; or

        20 percent + 3.33 percent = 23.33 percent.

        At first anniversary, TTP becomes:

        $233.33 + 33.33 = $266.66; or

        23.33 percent + 3.33 percent = 26.67 percent.

        At second anniversary, phase-in is complete

        and TTP becomes:

        $266.66 + $33.33 = $300; or

        26.67 percent + 3.33 percent = 30 percent.

D.    At each anniversary of POA approval and at each

   recertification of income, the owner will apply

   the calculated percentages to the tenant's current

   certified income.  If Loan Management Branch has

   approved a general project rent increase since POA

   approval, the owner will apply the rent increase

   factor, as described in Paragraph IV above, to the

   calculated TTP.  This will determine the tenant's

   current TTP with the following three exceptions:

   1.   During the phase-in period, TTP is always

        being phased up to the target rent,

        regardless of tenant income.  Ordinarily, TTP

        is never reduced unless, by not doing so, the

        tenant would pay more than the maximum

        allowable TTP as described in 2 below.  If

        the calculated TTP would result in a reduced

        payment, the previous year's TTP will be

        used.

   2.   Maximum Allowable TTP.

        a.   For tenants receiving Section 8 and most

             moderate-income tenants, the tenant will

             not pay more than the lower of 30

             percent of AMI or FMR;

        b.   For tenants classified as moderate-income

             but whose income decreases to

             such an extent that their incomes are

             now in the very low- or low-income

             category, the tenant will pay the lower

             of:
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             i.   FMR; or

             ii.  The higher of 30% of AMI or Floor

                  or Minimum Rent, as applicable.

  3.   Tenants not receiving Section 8 will not

       receive utility reimbursement.

E.   Interim Certifications Not Applicable.  Only

  regular annual income certifications will effect

  TTP.  TTP will not change based on interim income

  certifications unless this would cause TTP to

  exceed 30% of AMI or FMR.

F.   Rents Phased In Over a Period Which Exceeds Three

  Years.  At the owner's option, phase-in may take

  more than three years.  Modifications must be made

  to Form HUD-90010 to achieve this.  Instructions

  for making these modifications are on the reverse

  of the form.

VI.  POAs Already Approved.

A.   Some POAs under Title II have already been

  approved with different criteria for determining

  TTP and rent phase-in.  Wherever possible, without

  violating the terms of the POA, the methods

  described in this Notice and Forms HUD-90010 and

  90010A should be used and adapted to the terms of

  the POA.  For instance:

  1.   If the POA contains a rent schedule for the

       phase-in period with actual rents specified

       in dollar amounts for each unit size along

       with annual increases, and a general project

       rent increase is granted, the actual rents

       established for any year should be increased

       by means of the current rent increase factor.

       However, the TTP paid by any tenant may not

       exceed the lower of FMR or 30 percent of AMI,

       whether a general project rent increase has

       been approved or not.

  2.   If the POA specifies that the tenant will pay

       the lowest of FMR, 30 percent of AMI, a Flat

       Rent, or the comparable market rent, wherever

       Form HUD-90010 requires a calculation of 30

       percent of AMI, the lower of 30 percent of

       AMI, the Flat Rent, or comparable market rent

       should be entered.
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        3.   If Section 8 rents are already being

             determined as the higher of 30 percent of

             AMI, 10 percent of gross monthly income or

             welfare rents, wherever Form HUD 90010

             requires a calculation of 30 percent of AMI,

             the TTP calculated for Section 8 tenants on

             Form HUD-50059E, line A-7 should be entered.

             Form HUD-50059E will not be used for Section

             8 rent calculations for any POAs approved

             after the date of this Notice.

        4.   If the POA does not specify an exact dollar

             amount for each year and a tenant's income is

             found, upon mid-year certification, to have

             increased, the owner should calculate the

             percentage of income the tenant was paying

             for TTP prior to the certification.  The

             tenant would pay the same percentage of the

             higher income for TTP with a maximum of FMR.

        5.   If a tenant is paying a rent specified in

             dollar amounts and, upon certification, the

             tenant's income has decreased, the tenant's

             TTP will not be reduced except:

             a.   For low-income tenants, if the TTP

                  exceeds 30% of the new AMI, TTP will be

                  decreased to 30% of AMI; or

             b.   For moderate-income tenants, if the TTP

                  exceeds both 30% of AMI and the Floor

                  Rent, TTP will be decreased to the

                  higher of 30% of AMI or Floor Rent.

  B.    Loan Management staff should call the Preservation

        Division if additional guidance is needed in

        adapting Form HUD-90010 to previously approved

        POAs.  Any POAs approved after the date of this

        Notice should provide that TTP calculations and

        Rent Phase-in be completed in accordance with

        these instructions.

                       _________________________________

                       Arthur J. Hill

                       Assistant Secretary for Housing

                         - Federal Housing Commissioner

Attachments:  Form HUD 90010

      Form HUD 90010-A

      Glossary of Terms Used
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                                        ATTACHMENT 1
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Owner's Calculation of

Tenant Rent Phase-In

Due to Approval of POA

********************************************************************

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*       GRAPHICS  MATERIAL  IN  ORIGINAL  DOCUMENT  OMITTED        *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

********************************************************************

__________________________________________________________________________

                                 ref. Handbook 4350.6

                       Page 1               form HUD-90010 (12/92)
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__________________________________________________________________________

********************************************************************

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*       GRAPHICS  MATERIAL  IN  ORIGINAL  DOCUMENT  OMITTED        *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

********************************************************************

__________________________________________________________________________

                                                   form HUD-90010
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********************************************************************

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *
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*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

********************************************************************

__________________________________________________________________________
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********************************************************************

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *
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*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

********************************************************************

__________________________________________________________________________

                                                   form HUD-90010
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                                        ATTACHMENT 2

__________________________________________________________________________

Calculation of Rent

Increase Factor

********************************************************************

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *
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*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

********************************************************************
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********************************************************************
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*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *
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*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

*                                                                  *

********************************************************************

__________________________________________________________________________

                                                 form HUD-90010-A
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                                                     Attachment 3

         GLOSSARY OF TERMS

  AMI                      Adjusted Monthly Income

  BMIR                     Below Market Interest Rate

  FMR                      Fair Market Rent

  GRP                      Gross Rent Potential

  NOI                      Notice of Intent

  POA                      Plan of Action

  PPR                      Preservation Project Rent

  TTP                      Total Tenant Payment
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